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UNITED KINGDOM: KEY ECONOMIC INDICATORS* 
(Unless otherwise stated, billions of pounds sterling) 


Percent 

INCOME, PRODUCTION, EMPLOYMENT 1984 1985 1986 Change 
GDP, Current Prices (a) 320.2 351.6 371.8 ~ 
GDP, 1980 Prices (a) 243.6 252.7 258.3 2.3 
Per Capita GDP, Current Prices (a) 4,657 4,750 4,869 2e5 
Investment, Current Prices 

Total (a) 55:.'6 60.1 627.2 

Plant & Machinery (a) 20.5 23.3 23.5 
Real Personal Dispos. Income (a) 166.3 171.0 175.6 
Indices (1980 = 100) 

Industrial Production 103.2 108.2 109.7 

Average Earnings 158.3 Lyi 7 184.8 
Working Population (Millions) 27 «1 27 .6 27.8 
Unemployment Rate (%) 11.6 11.8 11.3 


MONEY AND PRICES 
Gold & Foreign Ex. Reserves (b) 
(billions of dollars) £547 45.5 21.9 
Sterling M3 (Broad Money 
percent change) Dec/Dec (c) 10.0 er N/A N/A 
Interest Rate (%) yr avg (d) 9.7 12.3 10.8 N/A 
Wholesale Prices (1980=100) 132.1 139.4 145.7 4.5 
Consumer Prices (1980=100) 133.4 141.5 385.9 3.4 
Volume Retail Sales (1980=100) 110.7 22563 121.4 S.u3 


BALANCE OF PAYMENTS ($ millions) 


Exports 93,630 100,155 101750 +6.6 
Imports 99,413 102,864 118,500 +15.2 
Invisible Balance 7,923 7,332 11,500 
Current Balance 2,080 4,623 <-1,750 
Foreign direct investment (new) 3.36 3.14 N/A 
Foreign exchange reserves 
($ millions of pounds) 15,700 15,500 21,920 

Average Exchange Rate for year 

(1 pound = U.S. $) 1.34 1.30 1.47 


U.S.-U.K. Trade ($ millions) 

U.S. exports to U.K. (F.A.S.) i2,2098 134,272 t4;5448 423 
U.S. imports from U.K. (C.I.F.) 15,044 15,873 16;032 43.3 
Trade balance -2,835 -4,301 -4,614 N/A 
U.S. share of U.K. exports (%) 14.4 14.7 14.1 N/A 
U.S. share of U.K. imports (%) 11.9 11.6 41.3 N/A 
Principal U.S. exports (1986): office machines & ADP equipment; 
electrical manchinery, apparatus, appliances & components; 
professional, scientific & control instruments; power generating 
machinery; aircraft & parts 

Principal U.S. imports (1986): petroleum & petroleum products; 


automobiles & auto parts/accessories; jet engines; aircraft & parts; 
Specialized industrial machinery 


FOOTNOTES: (a) for 1986 based on three quarters of actual data, and 
estimate for 86:IV;(b) end of period; (c) new, end of month 
definition; (d) London clearing bank base rate 


*This information is current as of February 1987. 








SUMMARY 


The U.K. economy is expected to grow by 3 percent in 1987 with 
imports up by 4.5 percent. Along with the strengthening pound, 
this augurs well for U.S. exporters. Inflation is currently 
running in the 3 percent range and it is expected to rise to 
3.8 percent by the end of 1987. 


Prime Minister Margaret Thatcher's Tory Government maintains 
consistent economic policies based on generally tight monetary 
and fiscal policies. Government expenditures in 1987 are 
expected to increase by 1.5 percent in real terms. The Prime 
Minister must call an election before June 1988 and there is 
speculation that there will be an election this year. Opinion 
polls show the Labor Party trailing the conservatives. A Labor 
victory could mean a substantial change in economic policies. 


The United States and the United Kingdom enjoy very close 
commercial relations. The United Kingdom is the fifth largest 
purchaser of U.S. goods and services in the world. In 
addition, both rank as the top direct investors in each other's 
countries. The U.S. Embassy's Commercial Staff in London has 
identified 16 market segments which offer some of the best 
opportunities for U.S. firms interested in exporting to the 
United Kingdom. Summaries of these segments begin on page 6. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


Recent Economic Performance: The British economy has weathered 
well several economic problems in recent times, including the 
1984-85 coal strike and more recently, the dramatic fall in oil 
prices, and is expected to maintain a period of steady economic 
growth in an atmosphere of relatively low inflation. The 
current expansion started in the second quarter of 1981. fThis 
marks the longest period of continuous economic growth in the 
last 30 years. From the depths of the 1979-81 recession the 
British economy has posted some impressive gains. Inflation 
averaged over 14 percent per year during 1979-81. By the end 
of 1986, it stood at 3.4 percent. During the recession 
industrial production fell by almost 10 percent, but has since 
regained all the lost ground. 
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Real private sector investment also fell by 10 percent during 
1979-81, but by the end of 1986 it stood 27 percent higher than 
its previous 1979 peak. Average earnings have more than kept 
pace with inflation, and most measures of personal income have 
registered real gains in each of the past seven years. 


The level of manufacturing output dropped 14 percent from 1979 
to 1981. Since then it has regained some of the lost ground, 
but by the end of 1986 the level was still 3.5 percent below 
that of 1979. Hardest hit among manufacturers have been the 
consumer and investment goods industries. Production of 
intermediate goods, on the other hand, has recovered, so that 
by the end of 1986 it stood almost seven percent above the 
level posted in 1979. 


In 1986, real economic growth was estimated at about 

2.5 percent. Consumption was up 4.6 percent, with a 
concomitant increase in retail sales of 5.3 percent. Food 
sales, clothing and footwear, and household goods rose 

3.6, 6.5 and 8.7 percent, respectively. Within the household 
goods sub-sector, the strongest gains were posted by 
do-it-yourself retailers (up 19 percent), and electrical 
appliance dealers (up 9 percent). In the clothing and footwear 
retail trade, women's clothes and general clothes stores posted 
the highest growth (up 11 percent). 


Estimates are that real investment last year was 1.5 percent 
higher than the 1985 level. This was due primarily to the 
phasing out of generous capital depreciation allowances. In 
the first quarter, when 50 percent first-year allowances could 
still be taken, real investment was up 15 percent on an annual 
basis over the fourth quarter 1985 level. As widely 
anticipated real investment dropped off considerably during the 
second quarter. The decline was reversed in the third quarter 
as real investment grew almost 14 percent, spurned largely by 
the excellent record of corporate profits. 


The phasing out of capital depreciation allowances unevenly 
affected different types of investment activity. Investment in 
plant and machinery dropped off quickly after the first 
quarter, while government and public industries' investments 
were down 8 percent and 3.9 percent respectively. Private 
housing starts grew all year and for the first three quarters 
of the year stood 6.6 percent above the same period in 1985. 
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The drop in investment oy publicly owned corporations was not 
as dramatic as indicated. Most of the decline can be 
attributed to the U.K. Government's sale of a number of 
national industries. 


Workers and non-oil companies benefited from the increase in 
economic activity in 1986. While the profits of U.K. oil 
companies were cut in half in 1986, due to the drop in oil 
prices early in the year, non-oil industrial companies posted 
an eleven percent gain over 1985 levels. Real disposable 
personal income was up 3.6 percent in the first half of 1986 
over the same period in 1985. 


Government expenditures in the first three quarters of 1986 
were up 1.5 percent over the same period in 1985, in line with 
government expenditure. The budget deficit (the PSBR) for 
Fiscal Year 1986-87, ending March 31, 1987, is predicted to 
hit, or possibly undershoot, its target of 7 billion pounds. 
This favorable expectation reflects the possibility of 
greater-than-expected receipts from income tax, corporate 
profits taxes, VAT and excise tax revenues. These receipts 
reflect, in turn greater-than-anticipated levels of retail 
sales and personal income growth. The low budget deficit is 
impressive in view of the decline in oil prices in FY 86-87 
which resulted in a 5.5 billion pound drop in oil tax revenues 


from the level anticipated at the beginning of 1986. 


Exports of goods and services last year declined 6.9 percent in 
nominal terms, as a result of the halving of net oil receipts. 
Imports of goods and services were up 1.5 percent in 1986, due 
in part to the increased cost of imported goods as sterling 
fell against most European currencies. Estimates of the 
Surplus on services earnings suggest that they rose from 

5.7 billion pounds in 1985 to 8.5 billion pounds in 1986. 

Taken together, the current account is estimated to have been 
in a slight deficit in 1986 of 187 million pounds, in line with 
the government's forecast that the current account would be in 
"broad balance." 


The Economic Outlook: The Government forecast is for GDP to 
grow 3 percent in 1987, with consumption up 4 percent, 
investment up 2.5 percent, exports up 3 percent and imports up 
4.5 percent. Most private British forecasters agree with the 
general thrust of the official forecast. However, there are 
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various opinions about the composition of this continued 
expansion. For 1987, private forecasts anticipate lower growth 
for consumption (in the 3-4 percent per year range) and exports 
1O.4-2.6 percent range), and higher growth in imports (4.5-8.8 
percent range). 


Private forecasters tend to share the government's view about 
investment and government expenditure growth. Inflation (as 
measured by the retail price index) is expected to rise to 
3.8 percent by year end. The current account balance, in 
deficit by $ 1.75 million in 1986, could deteriorate to a 

$ 3 billion deficit, due primarily to the increase in the 
manufacturing trade deficit and the drop in oil prices. 


B. IMPLICATIONS FOR THE UNITED STATES 


United Kingdom - A Multiple Opportunity: The British economy 
posted solid gains in 1986 despite the collapse of oil prices, 
demonstrating once more the durability of this, its longest 
expansion of the last 30 years. Continued steady growth in 
1987 means expanding opportunities in this highly developed 
market of 56 million people. In 1986, the United Kingdom 
purchased $11.4 billion worth of U.S. goods from a broad range 
of industrial and consumer categories. Although in overall 
deficit with Britain, ($4.6 billion), the United States ran a 
$1 billion surplus here in non-petroleum products. 


Fifth Largest Market for U.S. Products: Britain looks to the 
United States for top quality high-tech products. Fully one 
half of U.S. sales here fall into the category of high 
technology electronics. Such sectors as computers, computer 
peripherals, industrial controls, instrumentation, 
communication and security systems, software and specialty 
chemicals have been fertile ground for U.S. exporters. There 
remain many price sensitive goods that are relatively more 
difficult to market than high tech industrial goods where 
quality and performance factors can be more important than 
price. However, American made products in the better quality 
end of virtually all categories of goods have a market here. 
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U.S. firms will also find markets here for products designed to 
serve the narrower market niches. Our generally larger 
domestic market has allowed greater development of specialized 
product lines giving U.S. firms an advantage in these areas. 
Further, the shift in output from manufactured goods to the 
services sector has not occurred as rapidly in the United 
Kingdom as in the United States. As a result, there are real 
opportunities for U.S. firms operating in the services sector. 
For example, American franchisors have been very successful in 
entering this market. 


Best Export Opportunities by Industry: Following are brief 
sketches of the U.K. market sectors offering the best export 
opportunities for suppliers. More extensive reports on these 
industries can be obtained from the U.S. Department of Commerce 
Desk Officers noted at the end of this report. 


Electronic Components: The 1986 electronic components market 
was valued at $5.5 billion, of which approximately 60 percent 
was served by imports. Half of the $4.2 billion local output 
is exported. Personal computer production took up much of the 
market increase in early 1986, but has now declined, leaving 
the traditional computer, telecommunications, military, 
industrial, and consumer electronic product areas as the 
principal consumers. The United States, with strong 
technological expertise, claims a 40 percent share of imports. 
The nearest rival, Japan has a 25 percent share of imports. 


Computers, Peripherals and Software: The $5 billion market for 
computers, peripherals and software in the United Kingdom is 
predicted to continue 15 percent annual growth. U.S. companies 
are expected to profit most from peripherals, particularly high 
performance output devices and mass storage, including optical 
disks. Recently, large companies have been formed by mergers 
and acquisitions and have begun to dominate the software 
market. There is a growing emphasis on packaged software. 
Another growing area is computer aided design, where U.S. 
companies still have the main market share. 


Specialty Chemicals: Our estimates indicate a $4.4 billion 
market in 1986 for specialty chemicals with an annual growth 
rate of 7.8 percent. Only 20 percent of the easily 
identifiable buyers account for 80 percent of the total 
market. Access to the U.K. market is relatively unrestricted 
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although U.S. firms need to develop a clear understanding of 
the legal and regulatory background. Included in the most 
attractive sales prospects are basic aldehydes, nitrogen 
hiterocyclic compounds, catalysts, enzymes, food additives and 
diagnostic reagents. 


Automotive Parts and Accessories: Imports of automotive parts 
from the United States in 1985 were $558 million of a total 
import bill of $2.7 billion. The largest foreign supplier 
remains the Federal Republic of Germany, closely followed by 
France and the Netherlands. Best prospects for the U.S. sales 
are transmission, engine steering and suspension, electrical, 
air conditioning, braking and exhaust components. 


Telecommunications: The $3 billion market for 
telecommunications absorbs $600 million in imports annually, of 
which only $70 million are of U.S. origin. Two companies, 
British Telecom and Mercury, make up 60 percent of the market, 
the remainder being corporate users and individual 

Subscribers. Major areas of opportunity are in value added 
services, local and wide area networks, and in the further 
expansion of the fiber optic, microwave, and cellular radio 
alternatives to British Telecom's conventional service. 


Industrial and Process Controls: The market for controls, 
instruments and associated industrial products is estimated to 
stand at about $2.8 million, with 20 percent annual growth. 
About 60 percent of the market is supplied by imports, 
principally of high-tech products. About a quarter of all 
imports are incorporated into systems which are subsequently 
exported by the major British engineers and constructors. 
Although U.S. products are known for their technological 
advantages, there is increasing competition from the Federal 
Republic of Germany and from Japan which have a pricing 
advantage. 


Security and Safety Equipment: Increased demand for electronic 
Surveillance, intruder alarms, and fire detection systems has 
resulted in the total market growing to reach almost 

$1.4 billion. Imports account for more than a third of the 
market, with the United States having almost a 30 percent 
share. No other overseas suppliers pose a serious threat to 
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U.S. dominance. Best sales opportunities are in access control 
and identification systems, electronic article surveillance, 
and metal and bomb detection equipment. 


Electronics Production and Test Equipment: Covering three 
segments--electronic component production; electronic equipment 
manufacturing; and field service, test and maintenance--the 
total market is estimated at about $1.2 billion, with an annual 
growth rate of 15 percent. End-users cover the entire spectrum 
of manufacturers and their customers. Imports account for more 
than half the market. The United States claims 30 percent of 
imports, concentrated in the better quality sector of the 
market, with Japan in second place with a 25 percent share. 


Sportswear and Leisurewear: The U.K. sportswear and 
leisurewear market, valued at $1.2 billion, breaks down into 


42 percent for footwear, 36 percent for clothing and 16 percent 
for knitwear and other specialized sports clothing. Growth in 
this sector is forecast to outstrip that for sports equipment. 
Most imports are from the Far East and the Indian 
sub-continent. Demand for American imports is mainly for 
medium-to-better quality products targeted to specific sports. 
Sportswear is mainly sold through the approximately 2,500 
Specialist sports shops. Recently, however, larger department 
stores have opened sportswear departments, some entrusting the 
buying to outside specialists. 


Printing and Graphic Arts Equipment: The $1.1 billion market 
for printing and graphic arts equipment is currently increasing 


by 11 percent per annum, with imports accounting for over half 
the market. Almost 60 percent of imports are from the United 
States whose dominant position is under challenge only from the 
Federal Republic of Germany. Most imported printing equipment 
is sold through one of the many specialist distributors. 
Phototypesetting systems, process cameras, presses, sheet fed 
laser printers and bookbinding machinery are the sectors with 
best sales prospects. 


Food Processing and Packaging Machinery: Imported products 
account for 74 percent of the $944 million U.K. market for food 


processing and packaging equipment. The Federal Republic of 
Germany was the largest supplier in 1985 (30 percent market 
share) followed by Italy (14 percent) and the United States 
(12 percent). Demand is changing toward more specialized and 
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smaller scale plants and toward convenience food making 
equipment. Best sales prospects include meat processing 
equipment, computerized control equipment, pizza equipment, 
blenders, and vegetable oil refining equipment. 


Laboratory Instruments: The market, including sales of 
computerized laboratory data management systems and associated 
laboratory software, is worth over $800 million, and is growing 
by about 20 percent per year. The software sector though, is 
increasing by 46 percent annually. Imports totaled about 

$328 million, with the United States in a leading role with 
over 30 percent share. Japan is making a strong challenge 
based on price advantage, although price is generally regarded 
in the United Kingdom as secondary to technical performance and 
efficiency. Best sales prospects include spectrophotometers, 
electronic recorders and loggers. and high performance 
chromatrographs. 


Medical Equipment: Estimated U.K. imports of medical equipment 
for 1986 are $354 million, with the U.S. holding just over a 
one third of the market share. Main foreign competition comes 
from France and the Federal Republic of Germany. Diagnostic, 
diathermy, electro-cardiograph and electro-encephalograph 
equipment are the best prospects for U.S. suppliers. The 
comparatively small, but growing private sector has excellent 
opportunities for U.S. firms offering hospital management 
skills and turnkey contracting. 


Sporting Goods: Imports from the United States in 1985 
accounted for 16 percent of total imports of $196 million for 
Sporting goods. Taiwan, providing 18 percent of all imports, 
is the leading foreign supplier. Sports and leisure pursuits 
represent a growing segment of British consumer spending. Some 
wholesalers and retailers of sporting goods reported a 30 to 

40 percent growth in 1985 sales over 1984. American sporting 
goods are known for innovations and flair and opportunities 


exist in every category of sporting goods, especially for new 
products and accessories. 


Services: In 1982, the services sector represented 56 percent 
of U.K. GDP and imports of services totaled $20.6 billion. The 
most important services in terms of international trade were 
Civil aviation, construction and consulting, financial and 
allied services (including banking and insurance), sea 
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transport and travel. Since 1982, the greatest growth in this 
sector has been in computer services, advertising and in 
services related to leisure activities. 


U.S. investment in the United Kingdom reached $38 billion in 
1986, higher than in any other country. A full 40 percent of 
all U.S. investment in Europe goes to Great Britain. Foreign 
companies investing in the United Kingdom do so to take 
advantage of the local market as well as to gain tariff-free 
access to the Economic Community with its combined population 
of 350 million. Britain's established trading links with the 
Commonwealth countries can also benefit investors. 


For more detailed information on conducting business in the 
United Kingdom, please contact the U.K. Desk Officers 

Robert McLaughlin and Brenda Hogan at (202) 377-3748. 
Address: United Kingdom Desk, Room 341l, International Trade 
Administration, U.S. Department of Commerce, Washington, D.C. 
20230. 

















